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Widening Horizons
Dr. Helene M. A. Ramanauskas, M.A., M.B.A., CPA

Accountants, economists, financial analysts,
as well as production and marketing specialists,
are caught at present by a breathtaking revo
lution in the technology and underlying philos
ophy of management in private and public
enterprises.
This so-called scientific management move
ment, using the traditional functional activities
as a springboard, produced during the past
two decades through extensive inquiries into
behavioral science, organization theory, and
management decision theory, new promising
insights regarding the workings of the man
agerial process. The management scientists,
also called operation analysts, discovered,
among other vital facts, that most business de
cisions are made by choosing what is believed
to be the best of several alternative courses of
action. In the past, those decisions were made
intuitively without any systematic attempt to
define, measure, and weigh the advantages and
disadvantages of the possible alternatives. To
reduce at least some of the anticipated conse
quences of the alternatives to a quantitative
basis, and to weigh them in a more or less
systematic manner, various scientific methods
were developed. These methods, through con
sideration of operating data, produce informa
tion which guides management in its crucial
task of making decisions and planning busi
ness activities of far reaching consequences in
the face of uncertainty. Decision making and
planning today are no longer the sole task of
the top executive; he is now assisted therein
by a team of professional experts. They furnish
the relevant quantitative data which enables
him to choose the most economical course of
action from various alternatives. This does not
mean, however, that managerial decision mak
ing and planning are now reduced to a formu
la; they have only become more rational and
less intuitive.
The tremendous progress in scientific de
cision making and managerial planning was
accelerated by another significant technologi
cal development during the past decade,
namely the break-through of electronic data
processing. The pioneers in this evolution were
the mathematicians and engineers. By com
bining basic concepts of binary mathematics
and electronics, they created a tool which per
mits processing of information in a form and
at a speed altering all prior concepts of practi

cal data handling; a device which permits the
accumulation of practically any multitude of
quantitative data at justifiable costs.
The environment created by these two evo
lutionary developments has forced the various
disciplines serving management to re-orientate
themselves rapidly to the changing circum
stances and demands through refining, modify
ing and enlarging their traditional concepts,
scopes and tools.

HOW SUCCESSFUL AND PROGRESSIVE
WAS OUR DISCIPLINE IN THIS
RE-ORIENTATION?
For accounting, which throughout its history
was always strictly a service function, and not
an end in itself, similar to mathematics, the
necessity for re-evaluating its concepts, scope
and tools in the light of changing circum
stances, is not a new experience. However,
accounting has never before been faced with
evolutionary developments of such drastic
impact, which seem to outstrip the majority
of its traditional concepts and tools in their
ability to adequately serve the informational
needs of management.
The reason for this lies in the fact that the
framework of generally accepted accounting
concepts, principles and tools was created with
only one objective in mind, namely income
determination, while concepts and tools suit
able for today’s managerial decision making
must be capable of income reporting as well
as profit-volume-cost control and forecasting.

MANAGERIAL ACCOUNTING

The attempts to overcome the narrowness of
scope and concepts and to modify and broaden
the tools of financial accounting resulted in the
birth of a new branch: managerial accounting.
This new discipline, as defined by the Com
mittee on Managerial Accounting, “is the ap
plication of appropriate techniques and con
cepts in processing the historical and projected
economic data of an entity to assist manage
ment in establishing a plan for reasonable
economic objectives and in making of rational
decisions with the view of achieving these
objectives.”1
1 and 2 Report of Committee of Managerial Ac
counting, Accounting Review, April 1959.
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This new branch of accounting is primarily
management-orientated and includes “the
methods and concepts necessary for effective
planning, for choosing among alternative busi
ness actions and for control through the evalu
ation and interpretation of performance.”2 It
is concerned with the ways in which the ac
counting information should be accumulated,
analyzed and presented in order to provide
the necessary informational basis to specific
problems, decisions and day-to-day business
management. Managerial accounting is not
hampered by necessary compliance with gen
erally accepted accounting principles; its es
sential characteristic is its flexibility. It creates
and evaluates its methods solely on the basis
of how well they are suited to serve the de
cisional needs of management and not by com
pliance with a static, conventional body of
concepts and principles.
Although this new branch of accounting is
still in its infancy, it has already produced
various new and extremely useful techniques.
Fixed or variable costing, flexible budgeting,
the modification of the historical cost systems
through the development of standard costing
and variance analysis, break-even computa
tions, and the introduction of the profit-volumecost relationship into the framework of ac
counting are only a few of the many valuable
accomplishments.
The greatest contribution of management
accounting in the light of the present environ
ment, however, was the development of new,
or the adaptation of already existing, scientific
techniques for decisions in regard to capital
expenditures and various other alternative
courses of action.
Decisions involving the investment of funds
in fixed assets are vital to the success of a
business, not only because they require gener
ally large sums of money, but also because
such decisions may influence the whole con
duct of the business for years to come. Be it
a decision as to whether or not to expand
fixed assets, to replace existing ones, to buy or
to lease new ones, the act should be preceded
by a systematic analytical process by man
agement.
There are numerous methods now available
for such systematic analyses, summarized under
the two headings, accounting or financial and
formula methods.
One of the most commonly applied methods
is the Cash Pay-Back Method. This method is
based on the fact that each proposed project
must be able to produce sufficient attractive
earnings to warrant an investment of funds.
Expressed in other words, each new equipment
item purchased, or each project undertaken,
must pay for itself in a relatively short period
of time either through earnings, cost savings

or a combination of both. The Pay-Back Meth
od relates, therefore, the return realized from
the investment (the cash-flows) to the cost of
the investment, to determine how many years
it will take to recover the investment. Since,
however, an investment is typically made at
one moment of time, whereas earnings flow
in over a period of time in the future, such
comparison must take into account this differ
ence in timing. This is accomplished by dis
counting the amounts to be received, or the
proposed savings to be made in the future, to
present values through the use of tables and
by establishing the time-adjusted return rate
on the investment. If the return exceeds the
earning rate required by the company on in
vestments of such type, the investment is at
tractive and should be taken into consideration.
The Pay-Back Method is very simple to
apply and will, in most cases, give answers
approximately equivalent to those given by
the various other, more sophisticated methods
of analysis. All those techniques, however, can
be applied only in cases where the facts of a
proposal can be reduced to dollar amounts for
investments and earnings. If nonquantitative
considerations are dominant, these methods are
not usable.
As demonstrated by the few chosen ex
amples, the managerial accounting segment of
our profession has been quite creative during
the past decade and has produced various ex
tremely useful new tools in its attempt to serve
management; and it will certainly continue
such efforts in the future.

RESEARCH ATTEMPTS TO CRYSTALLIZE
POSTULATES AND PRINCIPLES
Such satisfactory degree of progress, how
ever, cannot be claimed for financial account
ing. Although there seems to exist general
awareness of the serious shortcomings of its
traditional concepts, scope and tools, very few
constructive attempts have been undertaken
to overcome the weaknesses. The awareness
so far has found its expression only in heated
discussions of the various shortcomings
throughout the accounting literature.
The only constructive attempt, initiated and
sponsored by the Accounting Principles Board
and the Accounting Research Division of
AICPA, was the research program for the
formulation of a new broad basic framework
of reference (postulates and principles) in
agreement with the present environment.
The results of this research published as
Research Study I (The Basic Postulates of
Accounting) and Research Study II (A Tenta
tive Set of Broad Accounting Principles for
Business Enterprises) included many extremely
progressive thoughts and useful new criteria.
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These studies recognized that the changes in
purchasing power of the legal tender have to
find their reflection in the accounting records
and reports, if they are to produce realistic
results. They also recognized “that the meas
urement of periodic net income must be recon
ciled with the concept of managerial analysis,
if accounting is to survive as the primary re
porting system of business operation.”3 They
challenged severely the cost concept and tried
to replace it by a value concept.
Instead of being received by the profes
sion as what they were intended for, a valu
able starting point for constructive criticism
and further creative thinking, the research re
ports were widely attacked by every possible
group, although none of the various opponents
has anything better to offer. The net result
was that this promising undertaking of AICPA
and all the creative thinking and effort which
went into it seem to be wasted, at least for
the present.

metos, an industrial management scientist,
feels that “through the years of practice” the
accountant, unlike his competitors, “has ac
cumulated knowledge of immense value to
anyone attempting to design a comprehensive
information system for managerial control and
decision making and in general motivating
efficiency for the accomplishment of the over
all objectives of the firm.”5 Others, however,
are not so optimistic; and they claim that the
accountants are too narrow-minded and fail to
recognize problems of other segments within
an enterprise, such as those of production and
selling. They claim the accountants are in
flexible, have developed some inertia toward
changes, and finally have failed to sell them
selves in their total ability to management.
To be objective, we must admit that many
of these reproaches include a grain of truth.
Accountants, in solving problems, tend to
overlook the inter-relating effects their de
cisions may have on the various other functions
of an enterprise. Many of them have become
so specialized that they have a very limited
knowledge of the workings and problems of
the various other operational segments. They
are frequently unfamiliar with the modern
decision making tools developed by com
petitive disciplines.
Despite all these facts, however, the writer
feels that the accountant will be successful in
claiming the key position in the future com
munication network if he evaluates his own
deficiencies objectively and develops a clear
understanding of the essentials necessary to
assume this broader responsibility.
To be successful the accountant must be
come aware of the need to introduce human
relations into the accounting framework by
trying to understand the other departments’
problems, and by being prepared to offer
constructive help and advice. His planning,
reporting and analysis must include every area
of operation, since the modern controllership
function is expected to provide quantitative
information for the greatest possible number
and types of foreseeable management situa
tions. He must communicate his findings not
only up, but also down the managerial line in
a clear, understandable and comprehensive
manner. He must be familiar with the concepts
of modern communication theory in order to
express himself forcefully so that his findings
and ideas, when presented, leave their mark.
He must also recognize that it is his responsi
bility to influence managerial decisions by
using his understanding of the past and his

THE TOTAL SYSTEMS APPROACH
The tremendous advances made in the field
of electronic data processing have also created
a challenge for the accountant, although a
completely different type.
While in the past the only data accumulated
and reported in an enterprise were of a finan
cial nature, electronic data processing now
revolutionizes business by being able to proc
ess economically also vast quantities of data
of nonfinancial or strictly operating nature and
to provide thereby for the information needs
of the whole organization.
Who will become the head of this vast new
communication network within each organiza
tion, that will not only accumulate financial
data necessary for periodic reporting of the
operating and financial condition, but also will
provide management of all levels with the tools
and information necessary for planning, de
cision making and measurement of perform
ance? Will it be the accountant, or his com
petitors, the operation analysts or system
specialists, the statisticians, the economists or
the industrial engineers? Will one of these
groups be able to take over and to degrade
the accountant to “a custodian of dead files?”4
The accountant, who already at present ac
cumulates and communicates data, would seem
to be the most natural choice to explore, as
well as to exploit, the opportunities afforded
by this technological breakthrough. But is he
ready and equipped to assume this broader
responsibility?
There the opinions differ widely. Mr. Za-

4 and 5 Zennon S. Zametos, “Mathematics, as a
Tool of Accounting,” The Accounting Review,
April 1963.

3Sidney Davidson, “The Day of Reckoning,” Jour
nal of Accounting Research, Autumn 1963.

(Continued to page 12)
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COMMENTS AND IDEA EXCHANGE
JANE STRENCIWILK, CPA

The vendor welcomes this manner of pay
ment inasmuch as his collection is speeded and
no follow-up is necessary to match payments
with shipments.
The Boeing Company’s Aero-Space Division
has adopted this method of handling certain
purchases. The company’s internal auditor has
advised that the company is pleased with the
results.
Marguerite Reimers, CPA
Seattle ASWA Chapter No. 9
Mrs. Mathilda M. Tassin, Portland State
College, 104 Business Administration, Portland
1, Oregon requests any back copies of The
Woman C.P.A. that can be spared. Portland
State College is enrolling more women ac
counting students and feels the accounting
publication written by women would be espe
cially stimulating.
Mrs. M. M. Tassin further states that The
Woman C.P.A. articles are very well donemore so than the accounting publications from
other magazines. Each spring, in teaching
theory classes where considerable reading is
required, she suggests that assignment of at
least one article from The Woman CPA may
be included.

THE PRESIDENT’S COMMISSION ON
THE STATUS OF WOMEN

AMERICAN WOMEN, the report of Presi
dent John F. Kennedy’s Commission on the
Status of Women, presents up-to-date findings
and recommendations regarding the opportun
ities and responsibilities of women in American
life. Twenty-one graphic illustrations call at
tention to significant recent changes: since
1900, the life span of women has increased by
a quarter century; 9 in 10 women marry; 1 in
3 workers in the American economy is a
woman; more than half of all women in the
45-54 age bracket are in paid employment.
From counseling girls to providing opportun
ities for continuing education and vocational
training and retraining, the new facts carry
implications for new policy. Areas given spe
cial attention by the Commission, whose 26
members represented varied occupations, re
ligious affiliations and regions, are: education,
home and community, women in private and in
Federal employment, protective labor legisla
tion, social security and tax laws as they affect
women, civil and political rights; additional
consultations included women as portrayed by
the mass media, contemporary functions of
voluntary agencies, and special problems of
Negro women.
A carefully designed two-color book, AMER
ICAN WOMEN provides a new kind of refer
ence work. As a supplement to the report of
the Commission, it contains a compactly docu
mented section reviewing major 20th century
changes in women’s lives: their educational at
tainment, their responsibilities as homemakers
preparing children for entry into the modern
world, their present and prospective employ
ment and earnings.

Widening Horizons (continued)
ability to reason carefully as to the probable
course of action of the future. In his analytical
reasoning he should apply the various modern
tools developed by his sister disciplines, such
as linear programming, model building and
the various techniques developed by econo
metrics.
To live up to and to be prepared to cope
with the objectives of this new full system ap
proach, many of us will have to undertake a
painful process of re-education, since no one
will serve us the knowledge on a silver platter.
But this is the price we must pay for living in
such a dynamic, fast-changing world, in a
world where nothing is permanent and where
There are more things in heaven and earth,
Horatio,
Than are dreamed of in your philosophy,

CASH ORDER SYSTEM

A cost-cutting technique employed to reduce
the cost of processing accounts payable is
known as the “Cash Order System.” The pur
chase order includes a blank check. Upon ship
ment of the order, the vendor is instructed to
complete the check for the amount of the
purchase order less customary discounts and
deposit the check in the regular course of busi
ness. Instructions issued with the order provide
that only complete shipments may be handled
in this manner. If partial shipments are neces
sary, payment is made by the purchaser based
on the invoice for the partial shipment.
This technique is employed only where the
purchaser has had satisfactory experience with
the vendor.

ARTICLE TO BE REPRINTED
Permission has been granted for the re
printing of “Inventory Management” written
by Robert W. Armed and published in the
February 1960 issue of THE WOMAN CPA.
This article is one of forty to be published by
the International Textbook Company under
the title READINGS IN FINANCIAL MAN
AGEMENT and edited by Edward J. Mock
of The Pennsylvania State University.
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